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switch long distance carriers (about which I will say more momentarily), makes the sales of any
particular carrier subject to potentially large losses in the event of an anti-competitive price
increase.

33.  Third, consumer demand in long distance services is characterized by an acute
tendency to switch carriers. In 1994, some 27 million households switched long distance
carriers. By 1995, that number had swollen to over 42 million customers (representing some
19 percent of the interexchange carrier base). Based on data supplied by AT&T, I estimate that
over 600,000 households and firms in Oklahoma switched long distance carriers in 1996. In the
face of such a pronounced willingness and demonstrated ability of consumers to switch long
distance providers, it is virtually inconceivable that the long distance market is characterized by
anything other than effective competition.

34.  After reviewing the relevant determinants of market power, I conclude that the
market for interLATA services in Oklahoma is effectively competitive. In short, buyers have
too many choices, firms have too much capacity, and there is simply too little customer loyalty
to any given carrier for any firm to possess monopoly power or exploit consumers of long

distance services in Oklahoma.

E. Empirical Evidence Supports the Conclusion That the Interexchange Market
is Competitive.

35. At least two recent studies of the interexchange industry based on substantially
different methodologies and different sources of data have both concluded that there is very little
market power exhibited in the interexchange industry.

36.  The first study, performed by the staff of the Federal Trade Commission, makes

use of two data sets -- a time series for interstate calling that covers the period from July 1986
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through Augursi 1991 ax;d a pooled sample of monthly data that covers the 1988-1991 period for
the five SWBT states.® The study focuses on the small business and residential portion of the
overall interexchange market. The results of the study support the conclusion that no firm in
the interexchange marketplace holds significant monopoly power. Indeed, the study concludes
that the potential economic welfare loss due to deviations of prices from those that would prevail
under perfect competition are minuscule, ranging from 0.03 percent to 0.36 percent of industry
revenues. Id. At 61.

37.  The second study to provide an empirical assessment of market power in the
interexchange industry is one conducted by Professors Simran Kahai, David L. Kaserman and
myself.® See Exhibit JWM- 8. Based on quarterly observations on interstate calling volumes
and tariffed rates for residential MTS service between the third quarter of 1984 and the fourth
quarter of 1993, we simultaneously estimate the total market demand and the supply of AT&T’s
rivals while controlling for exogenous influences such as the price of carrier access and the
percentage of lines converted to equal access. Based on these estimates and known values of
AT&T’s market share (alternatively on a capacity and minutes-of-use basis), it is possible to
measure the degree of market power held by AT&T. The results from this econometric analysis
indicate that AT&T has very little market power and is therefore subject to effective
competition. Given the relative size of AT&T in the interexchange market, this conclusion

holds a fortiori for other long distance carriers.

See Michael Ward, “Measurements of Market Power in Long Distance Telecommunications,” Fedcral
Trade Commission, Bureau of Economics, Staff Report, 1995.

See Simran Kahai, David L. Kaserman and John W. Mayo, Is the ‘Dominant Firm' Dominant? An

Empirical Analysis of AT&T's Market Power, JOURNAL OF LAW AND ECONOMICS, at 499-51
(1996).
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F. The FCC Found Numerous Competitive Conditions in the Interexchange
Market.

38.  For several years, the FCC considered the issue of the status of competition in
the interexchange market with an eye toward whether the market was sufficiently competitive
to end price regulation of AT&T. As a consequence of that investigation, and in the presence
of claims by the BOCs that the market was insufficiently competitive to warrant a removal of
price regulation of AT&T, the FCC found that the long distance market was subject to a host
of competitive forces and that, accordingly, AT&T should be reclassified as a “non-dominant”
firm.!® Specificaily, with regard to the issue of supply elasticity, the FCC notes that “AT&T'’s
competitors have enough readily available excess capacity to constrain AT&T’s pricing
behavior.” Id. at § 58. The FCC also pointed out that the source of the high supply elasticity
derives not only from MCI and Sprint, but also other smaller carriers. In particular, the
Commission correctly noted that “[w]e find unpersuasive the arguments that interexchange
carriers other than AT&T, MCI, and Sprint are too small to exert competitive pressure.” Id.
at §62.

39.  On the issue of market demand characteristics, the FCC found that “residential
customers are highly demand-elastic and will switch to or from AT&T in order to obtain price
reductions and desired features.” The Commission also noted that “[t}he largest interexchange
carriers continually promote various discount plans, which meet the needs of customers with
different calling patterns (e.g. volume discounts, calling circles, postalized rates) and offer cash

awards to entice residential consumers to switch carriers.” Id. at { 64.

In the Matter of Motion of AT&T Corp. to be Reclassified as a Non-Dominant Carrier, CC Docket No.
95-427, Order, Adopted October 12, 1995.
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40. In light of its consideration of supply elasticity, demand elasticity and the
pronounced decline in AT&T's market share, the FCC concluded that “/t]he behavior of the
market berween 1984 and 1994 suggests intense rivalry among AT&T, MCI and Sprint.” Id. at
{ 72 (emphasis added).

G. There is No Evidence of Collusion Amo

41.  As a justification to permit reintegration by the BOCs into the interLATA market,
some BOCS have alleged that interexchange carriers have colluded. I have evaluated this claim
and found it to be without merit.

42. At the outset it is important to note that collusion to restrain trade (a consequence
of collusive price increases) is a felony offense under Section 1 of the Sherman Act.
Moreover, under Section 4 of the Clayton Act, any party that is harmed by an illegal anti-
competitive practice such as collusion is entitled to sue the violators and recover treble damages.
Thus, were there any serious merit to this claim, it is reasonable to expect that federal and/or
state antitrust enforcement agencies would have taken action against the colluders. Even if the
public agencies entrusted with antitrust enforcement were not active, one might expect that
aggrieved parties would have surfaced to make claims under the civil procedures for recovery.
Despite these criminal and civil procedures, no claims have been made under the antitrust laws
that there has been collusion in the long distance market.

43.  In the absence of any evidence of explicit collusion among the various competitors
in the interexchange industry, the BOCs have resorted to a more amorphous claim of “tacit”
collusion in the interexchange industry. The basic idea of tacit collusion is that under certain

conditions, rival firms in highly concentrated industries may gravitate toward the joint profit-
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maximizing (i.e., monopoly) price and output without actually entering into an explicit overt
agreement to fix prices. Whether this sort of behavior is likely to occur, however, is highly
dependent upon the specific characteristics of the market in question. For tacit collusion to
arise, industry conditions must be favorable to the stable sort of “meeting of the minds” that
must occur to sustain this highly coordinated market conduct.

44. A thorough examination of the structural characteristics of the interexchange
market reveals that the industry is not conducive to tacit collusion. In a recent article [ co-
authored with Professor David L. Kaserman, I evaluated the structural and behavioral
characteristics of the interexchange industry for the prospect of tacit collusion. In particular,
at least seven structural factors are seen to impair the prospects for tacit collusion to arise:

(1} The market is characterized by low barriers to entry;

(2] The market is characterized by substantial spare capacity;

(3] The market shares of the largest firms are highly disparate;

(4] The market is characterized by a relatively complex price structure;
[5]  The market is characterized by rapid product innovation;

[6] The market is characterized by a highly skewed distribution of demand;
and

n The market is characterized by a very large number of competitors;
Exhibit JWM-9, describes in specific detail how each of these structural characteristics of the
market act to deter the prospects for tacit collusion. Id. at 15-18.
45. Addlitionally, an examination of the behavioral characteristics of the industry
provides equally compelling evidence that tacit collusion is not present in the interexchange

industry. Specifically, at least four aspects of observed conduct and performance in the
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interexchange marketplace are inconsistent with the BOCs’ claim that tacit collusion is occurring

in this market:

1] The downward trend in prices (both gross and net of access
charges) over the past dozen years;

2] AT&T’s market share has exhibited marked instability over time;

3] The presence of aggressive advertising and marketing
campaigns of the various long distance firms; and

(4] the consistent propensity and willingness of interexchange competitors to
expand output.

Exhibit JWM-9, explains in detail why each of these behavioral characteristics of the market are
inconsistent with the conclusion that interexchange firms are engaged in tacit collusion. Id. at
18-30.

46. In recent years, the tariffed price of AT&T basic MTS has risen. The recent
price increases among tariffed rates by AT&T and other major interexchange carriers do not,
however, support the assertion that there is coilusion in the long distance market. In this regard,
it is important to examine the issue of pricing more generally. Specifically, as competition has
evolved in the interexchange industry a raft of new discount calling plans has emerged. Whether
purchased from AT&T, Sprint, Worldcom, MCI or another long distance carrier, the transaction
price faced by customers is likely to be substantially discounted from basic tariffed rates. This
discounting has led the average rate per minute for long distance service to decline continuously
in recent years. Thus, the price changes in basic tariffed rates are best seen in the context of

rate restructuring that, overall, has displayed a significant downward price movement in the post-

divestiture era.
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47.  With respect to the specific services for which tariffed rates have increased,
AT&T has previously noted, “AT&T’s basic schedule rates do not recover the direct costs of
serving the one-third of customers that call less than $3 per month.”"! These costs include
monthly subsidy costs for universal service of $.52 per customer and bill-rendering costs ranging
from $.33-$.88 per customer. To the extent that these fixed monthly charges to long distance
carriers are associated with maintaining a customer relationship, it is only rational that
interexchange carriers would seek to cover the costs by compensatorily pricing their services.
This incentive is equally true across all interexchange carriers.

48.  Thus, in contrast to the fanciful -- and strained -- tale of tacit collusion spun by
the BOCs, a far more straightforward market-based explanation exists for the upward movement
of certain MTS rates. Indeed, to draw inferences about collusion in the industry based upon
tariffed rates for basic MTS service is akin to drawing inferences about anti-competitive pricing
in the hotel industry based upon the prices posted on the back of the hotel door, rather than on
the basis of the rates actually quoted and charged to guests. When properly examined, virtually
all evidence regarding the interexchange industry indicates that long distance firms are engaged
in cut-throat rivalry to steal each other’s customers and consumers are reaping the benefits of
the competitive process through the availability of increasingly attractive prices.

49.  BOCs’ claims that most customers do not qualify for discount long distance plans
and are not beneficiaries of interexchange company rivalries are preposterous. While a detailed

economic analysis of competition in the provision of interexchange services very clearly reveals

Ex Parte Preserzation in Support of AT&T’s Motion for Reclassification as a Non-Dominant Carrier, filed
in CC Docket No. 79-252 (April 24, 1995).
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that the market is subject to effective competition, this approach only confirms the “man on the
street” analysis that is readily seen by essentially every long distance consumer in America. The
obvious fact is that long distance firms are openly competitive in their aggressive attempts to
solicit and retain customers. Whether one opens the daily neWspaper, watches television,
answers telephone solicitations, listens to the radio, or reads hand-out literature in check-out
lines at grocery and hardware stores, it is clear that long distance companies of every size and
heritage ranging from AT&T to the tiniest new entrant are actively striving to win the patronage
of customers. Only the most reclusive of hermits - and apparently the BOC witnesses - could
miss seeing the intense rivalry and competition occurring in the provision of long distance
services.

50.  While the BOCs have portrayed competition as only benefiting the largest long
distance customers, in reality essentially all customers have benefited from the intense rivairy
among the long distance carriers. Competition has led to a proliferation of new services for
residential and small business customers, continuously improving the technical quality of service,
improved customer service, and prices that more accurately reflect cost than at any other time
in the post-divestiture era. Moreover, it is a gross mischaracterization of the facts for the BOCs
to project that residential and small business customers are not able to take advantage of the
rivalry that exists for larger customers. As noted above, television, newspaper and other forms
of solicitations are frequently targeted at exactly these customer groups. The result is that for
any consumer willing to engage in a modest amount of shopping, very attractive -- discounted --
rates are available for long distance consumers even if they are not high volume customers. For

example, a recent call 10 Advanced Long Distance Management resulted in a quote of 10.9 cents
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per minute anytime, with no minimum amount of calling required. This is a far cry from the
55 cents per minute rate that prevailed for a coast-to-coast call at the time of the divestiture.

H. Price Leadership Does Not Mean That the Long Distance Market is Not
Competitive.

51.  The BOCs have charged that the long distance market evidences price leadership,
and, thus, that it must not be competitive. It is important to recognize at the outset that prices
routinely move together in competitive markets. Thus, the idea of “price leadership” requires
far more specification if one is to take seriously the claim that contemporaneous (or nearly
contemporaneous) price changes signal less than competitive performance. In this regard, the
BOCs’ position that the correlation of price movements is evidence of anti-competitive behavior
is, at best, a poorly thought out rush to judgment, and, at worst, an overt attempt to distort
policymakers’ opinions away from sound public policy conclusions.

52. To be clear, economic analysis has revealed that price leadership is a routine
practice in the U.S. economy and comes in several forms. For example, “barometric price
leadership” occurs when a single firm that happens to be adept at reading market conditions calls
out a price and other industry members routinely follow that price. This “price leadership” is
thought to occur, for instance, in the automobile industry. The “followership” behavior of some
industry participants in the case of barometric price leadership, however, is not in any sense

anti-competitive and will continue only so long as the “leader” firm’'s prices remains an accurate

While access charge reductions have, unquestionably, contributred to the decline in prices, a proper
calculation of prices, which relies upon average revenue per minute instead of basic scheduling prices
standing alone, indicates that prices have fallen even after accounting for access charge changes. AT&T

data reveals that, from 1987 through 1995, AT&T experienced an 33.32 percent decline in revenue per
minute net of access in Oklahoma.
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bellwether of market conditions. “Follower™ firms will surely depart from the price called out
by the “leader” should they see any profit opportunity from doing so.

53.  Other types of price leadership are similarly innocuous.” It is for this reason that
the United States Supreme Court established that a pattern of one firm calling out a price while
others (in a temporal sense) follow that price is not evidence of anti-competitive behavior:

the most that can be said as to this, is that many of its competitors
have been accustomed, independently and as a matter of business
expediency, to follow approximately the prices at which it has sold

. [its products]. The law, however, does not make the mere
size of a corporation, however impressive, or the existence of
unexerted power on its part, an offense, when unaccompanied by
unlawful conduct in the exercise of its power . . . And the fact that
competitors may see proper, in the exercise of their own judgment,
to follow the prices of another manufacturer, does not establish any
suppression of competition or show any sinister domination. United
States v. International Harvester Co., 274 U.S. 693, 708-09
(1927) (emphasis added).

54.  Only where price leadership promotes collusive, monopolistic prices does the price
leadership elevate to the level of an anti-competitive concern. Yet, as I discussed earlier,
numerous structural and behavioral factors in the interexchange industry indicate that collusive
price leadership is not present in this industry.'* Thus, the BOC’s claim that the observed
“price leadership” (really, just a correlation of price movements over time) is inconsistent with

competitive market performance is, at best, mistaken, and, at worst, an intentional attempt to

mislead policymakers.

See, e.g., the discussion of "low-cost price leadership” found in David L. Kaserman and John W. Mayo,
Government and Business: The Economics of Antitrust and Regulation, Dryden Press, 199-200 (1995).

Indeed, given the numerous times that product innovations, marketing and promotional pians have been
initiated by someone other than AT&T, it not at all clear that AT&T is most accurately described as the
industry “leader.” Consider, for instance, the well-documented blow rendered to AT&T by the
introduction of MCI's Friends and Family Program or, more recently, the introduction of Sprint Sense.
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V. PREMATURE REINTEGRATION BY SWBT COULD HARM THE INTERLATA
MARKET.

55.  As I noted earlier, if BOCs such as SWBT are permitted to reintegrate into the
interLATA market before effective competition (i.e., the absence of significant monopoly power)
emerges in the local exchange market, incentives for monopoly leveraging emerge. Once
permitted into the interLATA market, the BOCs will cease even the minimal efforts that have
been exhibited so far to treat interexchange sellers as customers whose interests they have no
incentive to harm. Rather, the BOCs will view interexchange firms as competitors that they
seek to displace in the market. That desire to displace competitors is an inherent and typically
salubrious effect of competition. If the BOCs retain a monopoly power base, this incentive to
displace rivals is likely to manifest itself in anti-competitive fashion.'* In this situation, then,
reintegration by the BOC prior to the eclipse of significant monopoly power in the local
exchange industry will erode competition in the interLATA market.

56. In considering the dangers of the premature reintegration of SWBT into the
interLATA market, it is perhaps apt to recall the adage that “those who forget history are

destined to repeat it.” The problems presented by having a firm with monopoly control of

The recent literature on the incentives for monopoly leveraging includes J.A. Ordover, A.O. Sykes, and
Robert D. Willig, Nonprice Anti-competitive Behavior by a Dominant Firm toward the Producers of
Complementary Products, Antitrust and Regulation: Essays in Honor of John J. McGowan, Ed. Franklin
Fisher, Cambridge, MA, MIT Press (1985); Louis Kaplow, Extensions of Monopoly Power Through
Leveraging, 85 COLUMBIA L. REV. 515-55; Michael Whinston, Tying, Foreclosure, and Exciusion, 80
AMERICAN ECONOMIC REVIEW 837-59 (Mar. 1990); David L. Kaserman and John W. Mayo,
Monopoly Leveraging Theory.: Implications for Post-Divestiture Telecommunications Policy, Center for
Business and Economic Research, The University of Tennessee, Knoxville, TN, March 1993; Nicholas
Economides, The Incensive for Non-Price Discrimination by an Input Monopolist, Discussion Paper #480,
Center for Economic Policy Research, Stanford University, (Jan. 1997), and T. Randolf Beard, David L.

Kaserman, and John W. Mayo, Regulation, Vertical Integration and Sabotage, Working Paper, January
1997.
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bottleneck facilities competing with unintegrated rivals in adjacent markets were thoroughly
documented in the antitrust suits brought by both the Department of Justice and by MCI against
the Bell System companies in the 1970s.' While the BOCs claim that local exchange is no
longer the subject of significant monopoly power that gave rise £o these abuses, a close
examination of the status of competition in local exchange markets in Oklahoma today reveals
otherwise. !’

57. BOCs have had a propensity to engage in actions designed to maintain, to extend,
and to exploit their significant monopoly power in the post-divestiture period. As noted above,
these activities fall within the general description of monopoly leveraging. This category of anti-
competitive behavior includes a host of possible strategies. Most familiar among these are tying
arrangements or bundling, vertical price squeezes, price discrimination, and service quality
discrimination.

58.  Tying or bundling describes the situation in which a monopolist can circumvent
the effects of potential competition for the sales of one product by tying those sales to the
availability of other (often complementary) products for which there is no competition. The
classic example of this type of arrangement was IBM’s practice of leasing its data processing

machines only on the condition that lessees also purchase computer cards (where IBM faced

16 MCI Communications v. American Telephone and Telegraph Company, 708 F.2d 1081 (1983); United

States v. American Tel. & Tel. Corp., 552 F. Supp. 131 (D.D. Cir. 1982), aff’d sub nom, Maryland v.
United States, 460 U.S. 1001 (1983).

For a detailed description of the status of competition in local exchange markets in Oklahoma, see statement
of Steven Turner.
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competition) from [BM. A completely equivalent result can be obtained by bundling otherwise
separable products together and pricing the combination as a single product.'®

59.  Vertical price squeezes may be used when the monopolized product is empyloyed
as an important input in the production process of the regulated firm’s competitors. This occurs
when the firm is an input monopolist that is vertically integrated. Such a firm controls and
essential input, but faces competition at the downstream (final output) stage. By simultaneously
increasing the price of the monopolized input and reducing the price of its own final product,
the input monopolist can damage the ability of competitors to compete, even if these competitors
are efficient in providing the downstream service. This could happen, say, though the provision
of an optional calling plan where the access charges incurred by an IXC to provide a competing
toll service offering exceeded the prices charged by the local exchange company for the entire
service (both access and the potentially competitive toll service).

60.  Price discrimination can also be employed as a monopoly leveraging device. For
instance, a firm providing a monopoly (regulated) input to both its own downstream service and
to its competitors’ services may charge different rates to itself and to its competitors. An
extreme form of such discrimination occurs in the case of predatory pricing. Here, the
monopolist uses the profits earned in the monopolized market (A) to underwrite the losses
incurred through below-cost predatory pricing in the otherwise competitive market (B). Ina
regulated industry, predation may be facilitated by shifting costs from product (B) to product (A)

in the firm’s accounts.

Tying or bundling arrangements are not necessarily anti-competitive; are the other strategies that I will
describe. There are potential efficiency justifications for each of these practices. At the same time,
however, they can be employed as mechanisms to leverage monopoly power from one market to another.
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6l Finally, because firms compete on more than one dimension (price), equivalent
anti-competitive results may be obtained if the monopoly provider of an essential service is able
to discriminate on non-price terms (e.g., availability, quality, timeliness). For example, a
refusal or delay in providing access to the local exchange network could be used to achieve
results identical to those that result from any of the other aforementioned strategies.

62.  Divestiture removed the incentive for the BOCs to engage in monopoly leveraging
behavior with respect to the interLATA market, and this has aided the emergence of healthy
competition in that market. The BOCs have, however, on a variety of occasions engaged in
practices designed to forestall competition in areas where competition between the BOCs and
interexchange companies has the potential to dgvelop.

63. The case of Great Western Directories v. Southwestern Bell Telephone Co. is
exemplary of the anti-competitive actions that are likely with premature reintegration. This case
arose when two independent publishers of yellow pages (Great Western and Canyon), who were
operating in Texas and Oklahoma, charged that SWBT had orchestrated an affiliation-wide
concerted action “to extend the SWB monopoly of the yellow pages market and to eliminate
competition by raising the costs of doing business as an independent directory . . .”.
Specifically, Great Western and Canyon charged that SWBT had violated Section 2 of the
Sherman Act by “abusing an essential facility and through market leveraging.”

The jury found that:

(1] SWBT had monopolized and attempted to monopolize the

alleged relevant markets . . . by denying reasonable access
to an essential facility;

[2] SWBT monopolized the same alleged markets by
leveraging monopoly power; and
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(31 SWBT attempted to monopolize the aileged markets by
increasing the price of the essential facility while at the
same time substantially reducing [advertising] rates.'®

64.  This case of anti-competitive behavior on the part of SWBT stems directly from
the possession of significant monopoly power at one stage in the vertical structure of the
industry. The underlying economics parallel the situation of a prematurely reintegrated BOC
and should, therefore, give pause to any prudent policymaker who is contemplating the risks of
anti-competitive behavior in the event of reintegration prior to the development of effective
competition in local exchange markets.

65. In another case, Pacific Bell, which will under a proposed merger become part
of SWBT, was ordered to open its intralL ATA market to 10-XXX competition in California. In
the wake of the FCC mandate to open this market to competition -- a step opposed by the BOC
-- PacBell refused to permit customers to avail themselves of an automatic routing feature that
would have resulted in intral ATA traffic being directed to its new competitors. A challenge
to this anti-competitive practice led to a preliminary injunction hearing. The California Public
Utility Commission concluded that “Pacific is attempting to maintain a moﬁopoly in the
intralLATA market by the means of such refusal to serve.” See, MCI Telecommunications Corp.
v. Pacific Bell, No. 95-05-020 (1995), 1995 Cal. PUC LEXIS 458.

66.  Collectively, these actions demonstrate that BOCs are motivated and willing to

engage in actions that promote their interest over and above the broader “public interest.”*

A judgment was entered consistent with this verdict, which has been affirmed in relevant part by the U.S.
Fifth Circuit. Great Western Directories v. Southwestern Bell Telephone Company, 63 F.3d 1378 (5th Cir.
1995).

Additional examples are discussed by Douglas Berneim and Robert D. Willig, The Scope of Competition
in Telecommunications, Working Paper, Chapter 4 (1996).
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While self-interested beimavior is generally highly correlated with the broader social interest, the
possession and desire to retain a monopoly power base creates an incentive to engage in actions
that are in the profit maximizing self-interest of the firm, but are clearly counter to the goal of
effective competition. BOC claims that they possess neither the incentives nor the wherewithal
to engage in anti-competitive practices if allowed to reintegrate at this time are simply wrong.
Vertical integration by a regulated firm with significant monopoly power at one vertical stage
creates incentives for the firm to engage in anti-competitive practices against its unintegrated
rivals, and we have seen ample evidence that this incentive can be borne out in actions despite
the presence of regulations designed to prevent anti-competitive practices.

67. The solution is not to delay the BOCs re-entry into the interLATA market
indefinitely, but rather to condition that re-entry upon a valid showing of the presence of
effective competition in local exchange markets. That is precisely what Section 271 does. If
this standard is tenaciously enforced, the consumer benefits of expanded competition will be
substantial. Consequently, regulators must seek to put in place as expeditiously as possible a
competition-enabling set of policies and to monitor the status of the development of competition
in local exchange markets. Only when local exchange markets have become effectively
competitive will the interests of the BOCs and the public interest be aligned such that
policymakers can comfortably permit the reintegration of the BOCs, including SWBT, into the
interLATA market.

VI. CONCLUSION
68. In my opinion, reintegration at the present time by SWBT is unwarranted and

premature. It is unwarranted because the public interest benefits that might be seen to flow from
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the reintegration is lac.king. Specifically. while the BOCs tend to project that the interLATA
market is effectively monopolized, a close examination of that assertion reveals that it is false.
The interLATA market is effectively competitive. Moreover, reintegration is premature
because, as is plainly evident from even a superficial examination of local exchange markets,
SWBT retains significant monopoly power in the provision of local exchange and access
services. In fact, competition in the market for switched services in Oklahoma is completely
non-existent at the present time. Accordingly, reintegration by SWBT into the interLATA

market does not at the present time promote the public interest.
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PUBLICATIONS:
A. JOURNAL ARTICLES

“ An Efficient Avoided Cost Pricing Rule for Resale of Local Exchange Telephone Service.” (with
David L. Kaserman) Journal of Regulatory Economics, forthcoming.

“A Dynamic Model of Advertising by the Regulated Firm,” (with Francois Melese and David L.
Kaserman), Journal of Economics (Zeitschrift fiir NationalOkonomie), forthcoming.

"Is the 'Dominant Firm' Dominant? An Empirical Analysis of AT&T's Market Power,"(with

Simran Kahai and David L. Kaserman), Journal of Law and Economics, Volume 39, October
1996, pp.499-517.

"Competition and Asymmetric Regulation in Long Distance Telecommunications: An Assessment

of the Evidence,"(with David L. Kaserman) Commlaw Conspectus: Journal of Communications
Law and Policy, Volume 4, Winter 1996, pp. 1-26.

"Deregulation and Predation in Long-Distance Telecommunications: An Empirical Test," (with
Simran Kahai and David L. Kaserman), Antitrust Bulletin, Vol. 40, Fall 1995, pp.645-666.

"Cross-Subsidies in Telecommunications: Roadblocks on the Road to More Intelligent Telephone

Pricing" (with David L. Kaserman), Yale Journal on Regulation, Volume 11, Winter 1994,
pp. 120-147.

Reprinted in Public Utilities Law Anthology, Allison P. Zabriskie, editor, Vol. 17, Part
2 (July-December, 1994), pp. 899-929.

"Demand and Pricing of Telephone Services: Evidence and Welfare Implications” (with Carlos
Martins-Filho), RAND Journal of Economics, Volume 24, Autumn 1993, pp. 399-417.

"Two Views of Applied Welfare Analysis: The Case of Local Telephone Service Pricing -- A
Comment and Extension” (with David L. Kaserman and David M. Mandy), Southern Economic
Jourpal, Volume 59, April 1993, pp. 822-827.

"The Political Economy of Deregulation: The Case of Intrastate Long Distance" (with David L.

Kaserman and Patricia L. Pacey), Journal of Regulatory Economics, Volume 5, March 1993, pp.
49-64.

"Demand, Pricing and Regulation: Evidence from the Cable TV Industry” (with Yasuji Otsuka),
RAND Journal of Economics, Volume 22, Number 3, Autumn 1991, pp. 396-410.

"The Measurement of Vertical Economies and the Efficient Structure of the Electric Utility

Industry” (with David L. Kaserman), Journal of Industrial Ecopomics, Volume 39, Number 3,
September 1991, pp. 483-502.
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"Regulation, Market Structure and Hospital Costs: Reply and Extension" (with Deborah A.
McFarland), Southern Economic Journal, Volume 58, Number 2, October 1991, pp. 535-538.

"Firm Size, Employment Risk and Wages: Further Insights on a Persistent Puzzle" (with Matthew
N. Murray), Applied Economics, Volume 23, Number 8. August 1991, pp. 1351-1360.

"Competition for 800 Service: An Economic Evaluation” (with David L. Kaserman),

Telecommunications Policy, October 1991, pp. 395-408.

"Regulation, Advertising and Economic Welfare" (with David L. Kaserman), Journal of Business.
Volume 64, Number 2, April 1991, pp. 255-267.

"Cross-Subsidization in Telecommunications: Beyond the Universal Service Fairy Tale" (with

David L. Kaserman and Joseph E. Flynn), Journal of Regulatory Economics, Volume 2, Number
3, September 1990, pp. 231-250.

"Barriers to Trade and the Import Vulnerability of U.S. Manufacturing Industries” (with Don P.

Clark and David L. Kaserman), Journal of Industrial Economics, Volume 38, Number 4, June
1990, pp. 433448.

"Firm Entry and Exit: Causality Tests and Economic Base Linkages" (with Joseph E. Flynn),
Journal of Regional Science, Volume 29, Number 4, November 1989, pp. 645-662.

"Regulation, Market Structure and Hospital Costs" (with Deborah A. McFarland), Southern
Economic Journal, Volume 55, Number 3, January 1989, pp. 559-569.

"Long Distance Telecommunications Policy: Rationality on Hold" (with David L. Kaserman),
Public Utilities Fortpightly, Volume 122, Number 13, December 22, 1988, pp. 18-27.

"The Effects of Regulation on R&D: Theory and Evidence" (with Joseph E. Flynn), Journal of
Business, Volume 61, Number 3, July 1988, pp. 321-336.

"The Effectiveness of Mandatory Fuel Efficiency Standards in Reducing the Demand for Gasoline"
(with John E. Mathis), Applied Economics, Volume 20, Number 2, February 1988, pp. 211-220.

"Market Based Regulation of a Quasi-Monopolist: A Policy Proposal for Telecommunications"

(with David L. Kaserman), Policy Studies Journal, Volume 15, Number 3, March 1987, pp. 395-
414.

"The Ghosts of Deregulated Telecommunications: An Essay by Exorcists" (with David L.

Kaserman), Journal of Policy Analysis and Management, Volume 6, Number 1, Fall 1986, pp. 84-
92.

"Economies of Scale and Scope in the Electric-Gas Utilities: Further Evidence and Reply,"
Southern Economic Journal, Volume 52, Number 4, April 1986, pp. 1175-1178.
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" Advertising and the Residential Demand for Electricity" (with David L. Kaserman), Journal of
Business, Volume 58, Number 4, October 1985. pp. 399-408.

"Multiproduct Monopoly, Regulation and Firm Costs," Southern Economic Journal, Volume 51,
Number 1, July 1984, pp. 208-218.

"The Technological Determinants of the U.S. Energy Industry Structure,” The Review of
Economics and Statistics, Volume 66, February 1984, pp. 51-58.

B. BOOKS, MONOGRAPHS, AND OTHER PUBLICATIONS

"The Quest for Universal Service: The Misfortunes of a Misshappen Policy," (with David L.

Kaserman) in Telecommunications Policy: Have Regulators Dialed the Wrong Number?, Donald
L. Alexander, Editor, Greenwood Publishing Group, forthcoming.

Government and Business: The Economics of Antitrust and Regulation (with David L. Kaserman),
The Dryden Press, Harcourt Brace College Publishers, 1995.

"Long-Distance Telecommunications: Expectations and Realizations in the Post-Divestiture

Period" (with David L. Kaserman), in [pcentive Regulation for Public Utilities, Michael A. Crew,
Editor, (Boston, MA.: Kluwer Academic Publications), 1994.

David L. Kaserman) Center for Busmess and Economic Research: The Umversxty of Tennessee,
April 1993,

Wllham F. Fox), Center for Business and Economic Research The Umversny of Tennessee,
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A review of After Divestiture: The Political Economy of State Telecommunications Regulation,
by Paul E. Teske. Albany: State University of New York Press, 1990. Publius, Winter 1991,
pp. 164-166.

Deregulation and Market Power Criteria: An Evaluation of State Level Telecommunications

Policy” (with David L. Kaserman) in Telecommunications Deregulation: Market Power and Cost
Allocation Issues, J. Allison and D. Thomas (eds.), Quorum Books, 1990.

The Economics of Local Telephone Pricing Options (with J. E. Flynn), Center for Business and
Economic Research, The University of Tennessee, October 1988.
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Eirm Entry and EXit: Economic Linkages in Tennessee (with J. E. Flynn), Center for Business and
Economic Research, The University of Tennessee, Knoxviile, July 1988.

"The Economics of Regulation: Theory and Policy in the Post-Divestiture Telecommunications

Industry” (with David L. Kaserman) in Public Policy Toward Corporations. Arnold Heggestad.
editor, University of Florida Presses, 1988.

"Entries and Exits of Firms in the Tennessee Economy: Foundations for Research," Survey of
Business, The University of Tennessee, Volume 23, Number 1, Summer 1987, pp. 21-23.
"The Relationship of Manufacturing and Nonmanufacturing Firm Entry and Exit in Tennessee"

(with Joseph E. Flynn), Survey of Business, The University of Tennessee, Volume 23, Number
2, Fall 1987, pp. 11-16.

A Review of Municipal Ownership in the Electric Utility Industry, by David Schap. New York:

Praeger Publishing Company, 1986. Southern Economic Journal, Volume 54, Number 1, July
1987.

Entries and Exits of Firms in the Tennessee Economy (with W. F. Fox, et al.), Center for Business
and Economic Research, The University of Tennessee, Knoxville, May 1987. (Condensed report

published in Survey of Business, The University of Tennessee, Volume 23, Number 2, Fall 1987,
pp. 3-10.
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An Economic Report to the Governor of the State of Tennessee, Center for Business and Economic
Research and the Tennessee State Planning Office, Annual Contributor, 1981-1994.

"An Economic Analysis of a Monitored Retrievable Storage Site for Tennessee" (with W. F. Fox,
L. T. Hansen, and K. E. Quindry), Final Report and Appendices, December 17, 1985.
"Directly Served Industries and the Regional Economy” (with Charles Campbell), Contract

Completion Report, the Center for Business and Economic Research, The University of Tennessee,
October 1984.

"Theories of the Multiproduct Firm: Implications for Antitrust Policy, "Survey of Business, The
University of Tennessee, Volume 20, Number 1, Summer 1984, pp. 23-29.

"U.S. Business Cycle Impacts on the Tennessee Economy,"” Survey of Business, The University
of Tennessee, Volume 19, Number 1, Summer 1983.

"Comments on the Analysis and Methodology in 'Review of the TVA Load Growth/Plant
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